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INSTRUCTION
Attempt Question ONE and any other TWO
QUESTION ONE

Read the case below and answer questions that follow.

FDI IN SOUTH AFRICA
Since 2002, South Africa has given incentives to foreign investors through its Strategic Industrial Project (SIP), which such provisions as tax reductions between 50 and 100 percent for approved investment, export marketing assistance, relief from various import taxes, and removal or reduction of virtually all restrictions on the form or extent of foreign investment. There are still some restrictions, such as on foreign ownership of the media. These incentives seem to have helped South Africa attract more FDI. Between 2000 and 2007, the value rose from US$43.4 billion to USD$69.4 billion. 
       But why would the South African government want DI? Unquestionably, jobs are a compelling reason. South Africa has had one of the world’s highest unemployment rates, estimated at 25.5 percent in 2006. Growth is another reason. South Africa’s savings and investment rates have been too low to finance sufficient expansion. The result was very sluggish growth during the 1990s. 
         A third reason in foreign investment in state-owned companies usually improves the quality of their goods and services, a rationale that spurred South Africa to open its banking and telecom sectors to foreign investors. Finally, as a leading commodity exporter, South Africa is vulnerable to prolonged market downturns in developed countries; thus South Africa n authorities reason that FDI would help diversify its economy.
           To understand South Africa’s attractiveness for FDI it is necessary to briefly outline its recent history. Many businesspersons within and outside South Africa predicted that the 1994 end of apartheid (the system of minority white rule that lasted about 40 years and prevented South African blacks from fairly participating in the political, economic, and social affairs of the country) would lead to political instability and an antibusiness government. They speculated that newly elected politicians would take revenge against the whites who had oppressed them and against businesses that had been their collaborators. In this environment, foreign investors were harvesting their investments rather than adding to them. 
              Instead, the political changeover with the election of Nelson Mandela went smoothly, as have subsequent elections of his successor, Thabo Mbeki. Their ruling party, the African National Congress, has had a positive attitude toward business, especially toward foreign companies. They hoped that MNEs that had left South Africa during the apartheid era would return-for example, between 1986 and 1991, 235 of the 360 U.S. MNEs in South Africa left the country. At first, there was a “wait and see, “but most have returned. 
                No one questions the enormous potential within Africa. In 2007, it had almost 44 million people, an improving logistics infrastructure, advanced financial sector, a GDP per capital at PPP (2006) 0f $13,000, vast mineral wealth, and good access to more than 100 million people in south Africa. South Africa’s its strategic location has: The pros and cons of location. On one hand South Africa’s location is obviously advantageous for serving the high-population market of Southern Africa; on the other hand, it’s a long way from the tip of Africa to the markets of the developed world.
                   At the same time, there has been a rapid influx of foreign investment into South Africa portfolio equity funds due to an appreciating currency (rand) that has contributed to a high dollar return. The IMF described South Africa’s macroeconomic framework as the best among emerging markets around the world. South Africa seemingly has built the foundation for sustainable business development within a stabilizing democracy –an ideal place for FDI. 

                   However, since the beginning of the twenty- first century, FDI results for South Africa have been mixed. Between 2000 and 2005, the growth in South Africa’s FDI stock was much higher than in any other African country. However, this growth was small in comparison with the growth in Brazil, China, and Mexico. Further, it has been disappointing in light of the expectation that many had of postapartheid. 

                     Nevertheless, the South Africa economy has transformed itself. Although commodities such as gold and platinum are still important, there is now a thriving capital-intensive manufacturing sector that exports, for example, BMWs, Mercedes, and Volkswagens. The problem of not attracting more FDI seems to be a mix of economic, risk, operational, incentive, image, and geographic challenges. We know look at each. 
                          Generally, investors go where they see large markets and history of sustainable growth. The former is evident in South African growth rate, although improving since 2004, is due in good part to high world commodity prices that cannot likely be sustained. It is estimated that a sustained economic growth rate of 5 to 7 percent is needed to address its social problems adequately, and South African has not reached this. 

                  Although South Africa has made considerable progress since 1994 in terms of house-holds with access to clean water and use of electricity, households in formal housing, people attending schools, and development of port facilities, it still has problems. These include unemployment, continued inequality (although there is a rising black middle class), and declining population and life expectancy. For instance, the incidence of AIDS reduced life expectancy in South Africa from 63 years in 1990 to 42 years in 2007. About half of population, mostly black, lives below the poverty line. Complications arise from civil unrest and slow economic growth in much of Southern Africa. These countries are important export markets. Turmoil there reduces earnings for South African export industries, thereby slowing the savings and investment needed to fund growth. 

                South Africa has enjoyed political stability since the fall of apartheid. Still, other political problems have created risks. The Corruption Perception Index rated South Africa as the third-least corrupt country in Africa, the 51st out of 166 countries ranked in 2006, and less corrupt than some EU countries .Although this ranking is not comparatively bad, the former South Africa President of the Associated Chambers of commerce noted, “In the case of South Africa, the extent of perceived corruption makes for a lack of confidence which, in turn, has led to a sluggish rate of fixed investment in both the public and private sector.” 
                  There have also been personal safety issues. South Africa has the tenth highest crime rate in world and second highest murder rate of 62 countries compared. Protecting people and property adds a great deal of cost; firms typically have to spend between 5 to 10 percent of their on additional security. Finally, instability in the region, particularly in Zimbabwe, threatens South Africa.

                   Foreign companies have often run in troubles in South Africa. Staffing is a recurring problem. The exodus of young, highly qualified whites has created shortages of skilled executives and labor. Some estimates put the shortfall of qualified technicians and managers at between 350,000 and 500,000. At the same time, South Africa has been strict at allowing skilled foreigners to work there. In response, Xerox has opened and operated a training program for technical and sales staff and has adopted a school in the predominantly black township of Thembisa.  All in all, some companies have reasoned that effectively running a South African operation would demand more management time than is justified by the potential returns. 

            The image of South Africa has created other problems. Trying to convince an executive to leave a comparative safer haven abroad to manage a new subsidiary in unruly Johannesburg has been hard. In addition, the financial emigration of some South African corporate giants –switching their home stock market listings to foreign bourses in an effort to distance themselves from the negative perceptions of corruption and crime in South Africa-has fanned suspicions.
              Geography adds a final hurdle. The country is at the tip of a poor continent, making it hard to export and hard to buy imports at a low price. The three largest markets for South Africa are Japan, the United Kingdom, and the United States-all at a considerable distance. South Africa is so distant from developed countries that potential investors sometimes do evaluate opportunities impartially. 
                 Compounding physical distance are popular misconceptions. For example, a survey of corporate executives from around the world by South African officials concluded that one U.S. executive’s remarked, “We still see South Africa as one big game reserve,” typified its challenge to attract foreign investment. Moreover, people abroad often assume that mining dominates South Africa’s economy; actually, it accounts for less than 10 percent of GDP. Similarly, people think that most of the world’s diamonds come from South Africa; actually, it is the world’s fifth largest producer. 
                   Nevertheless, some factors may bode well for future opportunities in South Africa. For example, the global geopolitical environment may be shifting in favor of Africa. Both Chinese and Indian companies have been turning more of their attention on South Africa as both a market and source of supplies. Further, the EU and the United States have argued that aid is necessary for African countries, lest they be havens for terrorist activities. As funds flow into Africa, South Africa may find more markets elsewhere in Africa and be the natural gateway for FDI that penetrates African markets. 
(a)  Evaluate the benefits to South Africa that have caused the government to open up more foreign direct investment opportunities. 



(10 marks)

(b) Identify the risks foreign investors are exposed to if they invest in South Africa. 

                                                                                                         

(10 marks)

(c) If South Africa is to receive more foreign direct investment, how should it prioritize policies to attract foreign investment? 




(5 marks)
(d) Assume you represent a non-South African company and are considering foreign expansion. What factors would you consider when comparing South Africa other African countries? 








(5 marks)

(e) Identify and describe the potential opportunities for foreign investors in South African. 








(5 marks)
(f) Determine challenges that South Africa faces in marketing their country as a foreign investment destination.






(5 marks)
QUESTION TWO
(a) Explain why domestic companies work hard to be recognized as multinationals?                                               

(10 marks)

(b) Determine factors for consideration in sitting of the facilities abroad.
(10 marks)
QUESTION THREE

(a) Examine multinational expansion strategies that are available to domestic company that intends to go global.






 (10 marks)

(b) It is clear that sale of knowledge is more profitable than sale of products and services. Give examples of sale of knowledge and justify the statement. 

(10 marks)

QUESTION FOUR

(a) One of the most controversial issues for the multinationals is that of pricing between different units. In light of this statement examine transfer pricing and show how it works in global markets. 







(10 marks)

(b) Develop personal characteristic of multinational executives who can be deployed worldwide in international business operation.



(10 marks)  

